
P. DEFICIT REDUCTION ACT OF 1984:
CHURCH AUDIT PROCEDURES

1. Introduction

The Deficit Reduction Act of 1984 (also discussed in Topics A and O), has
added a new section, IRC 7611, that greatly expands the statutory restrictions on
IRS inquires and examinations on church tax status or tax liabilities. (The current
restrictions on church examinations contained in IRC 7605(c) are repealed,
effective January 1, 1985.)

Congress' actions were motivated by two competing considerations. First,
Congress was aware of the special problems, including problems of separation of
church and state and the special relationship of a church to its members, that arise
when the IRS (or any governmental agency) examines the records of a church.
These problems may be compounded by the relative inexperience of churches in
dealing with the IRS and the resulting occasional misunderstandings between
churches and the IRS. Congress also believed that while prior law imposed
limitations on the examination of church records, these limitations were somewhat
vague and relied heavily on internal IRS procedures to protect the rights of a
church in the examination process. Additionally, there was some uncertainty
regarding the scope of the investigations to which prior law applied and the nature
of the records that were protected by the law.

While desiring to protect churches from undue interference by the IRS,
Congress recognized that an increasing number of taxpayers had, in recent years,
utilized the church form primarily as a tax-avoidance device. Congress believed
that the IRS must retain an unhindered ability to pursue individuals who use the
church form in this manner. The Act attempts to resolve these competing
considerations by providing detailed rules that the IRS is to follow in making tax
inquiries to churches, both as to tax-exempt status and as to the existence of
unrelated business income. These provisions emphasize the need for a speedy
determination of church tax liabilities and, where possible, a determination without
unnecessary examination of church books and records. Congress believed that
these provisions will protect the rights of legitimate churches without unduly
hindering IRS efforts to eliminate tax-avoidance schemes posing as religious
organizations. Further, the Congress believed that the adoption of detailed statutory
rules will reduce misunderstandings between churches and the IRS and allow for a
more stable and cooperative examination process.



IRC 7611 requires (1) approval by an IRS regional commissioner before an
inquiry may be begun, (2) notice before beginning an examination, (3) an offer of
pre-examination conference, (4) completion of any audit of tax liabilities within
two years after the date on which the notice of examination is supplied to the
church. IRC 7611 also provides (5) a definition of "church records", (6) limitations
on the period of assessment, (7) limitations on additional inquiries and
examinations and coordination with IRS regional counsel at various stages, (8)
remedies for any IRS violation of church audit procedures, and (9) an expansion of
IRC 7428 jurisdiction for declaratory judgments.

"Church" is defined as including (1) any organization claiming to be a
church or (2) a convention or association of churches. It does not include
organizations incorporated separately from the church, such as church-related
schools. Church audit procedures do not apply to criminal investigations or to
"routine inquiries". These procedures also do not apply to the examinations of third
parties.

IRC 7611 applies to tax inquiries begun after December 31, 1984. (A chart
illustrating the differences between IRC 7611 and IRC 7605 is set forth at the end
of this topic.) Furthermore, in any case in which pre-examination had been
initiated before January 1, 1985, but where the examination did not begin, current
IRM 7(10)71.1(4) provides that the procedures of IRC 7611, including issuance of
a notice of tax inquiry and notice of examination, will be followed. IRM
7(10)71.1(5) provides that, to insure an orderly transition to the new law, the IRC
7605 pre-examination procedures should not be initiated in any case after
September 30, 1984. (IRM 7(10)71.1, dated December 19, 1984, incorporates into
the IRM instructions issued to the field on September 13, 1984.) The National
Office will issue detailed procedures implementing the provisions of IRC 7611.
The purpose of this paper is to provide a discussion of the legal basis for the new
procedures.

2. Limitations on the Scope of IRC 7611 Church Audit Procedures

a. Routine Requests

Routine IRS requests are not subject to the church audit procedures set forth
in IRC 7611. Routine requests for this purpose include (but are not limited to)
questions regarding (1) the filing or failure to file any tax return or information
return by the church; (2) compliance with income tax or FICA (social security) tax



withholding responsibilities by the church; (3) any supplemental information
needed to complete the mechanical processing of an incomplete or an incorrect
return filed by the church; (4) information necessary to process applications for
exempt status and ruling requests; (5) information necessary to process and
periodically update registration for tax-free transactions (excise tax), elections for
exemption from windfall profits tax or employment tax exemption requests by the
church; (6) information identifying a church that is used by the IRS to update its
Cumulative List of Organizations Described in Section 170(c) (Publication No.
78), and other computer files; and (7) confirmation that a specific business is or is
not owned and operated by a church.

The IRS may also request a church to provide information necessary to
locate third-party records (e.g., bank records), including information regarding the
church's chartered name, state and year of incorporation, and location of checking
and savings accounts without following the church audit procedures of IRC 7611.

Repeated failures (i.e., two or more failures) by a church or its agents to
reply to such routine inquiries will be considered a reasonable basis for
commencement of a church tax inquiry by the appropriate IRS regional
commissioner under the applicable church audit procedures of IRC 7611. Repeated
(two or more) failures by a church to provide information necessary to locate third-
party records is to be a factor (but not a conclusive factor) in determining if there is
reasonable cause for commencing a church tax inquiry.

b. Investigations, Other Than Routine Requests, That Are Beyond the Scope
of IRC 7611

IRC 7611 does not apply to (1) any inquiry or examination of any person
other than a church, (2) any termination assessment under IRC 6851 or jeopardy
assessment under IRC 6861, or (3) any case involving a knowing failure to file a
return or a willful attempt to defeat or evade tax. Additionally, the church inquiry
and examination procedures do not apply to any criminal investigations.

Inquiries or examinations that relate primarily to the tax status or liability of
persons other than the church (including the tax status or liability of a contributor
or contributors to the church), rather than the tax status or liability of the church
itself, will not be subject to the church audit procedures of IRC 7611. These may
include, but are not limited to, (1) inquiries or examinations regarding the
inurement of church funds to a particular individual or individuals or to another
organization, which may result in the denial of all or part of the individual's or



organization's deduction for charitable contributions to the church; (2) inquiries or
examinations regarding the assignment of income or services or excessive
contributions to a church; and (3) inquiries or examinations regarding a vow of
poverty by an individual or individuals followed by a transfer of property or an
assignment of income or services to the church. The IRS may make inquiries to a
church regarding these matters without being considered to have commenced a
church tax inquiry under IRC 7611 and may proceed to examine church records
relating to these issues (including enforcement of a summons for access to such
records) without following the requirements contained in IRC 7611. The
examination would, of course, be subject to the general IRC rules regarding
examinations of taxpayer books and records.

c. Limitations on IRS Actions Where an Inquiry or Examination Is Outside
the Scope of the Church Audit Procedures of IRC 7611

Inquiries or examinations outside the scope of the church audit procedures of
IRC 7611 will be limited to a determination of the facts and circumstances
specifically relating to the tax liabilities of the individuals or other organizations in
question. Examples of how such inquiries or examinations are to be conducted are
set forth below:

1. In an inurement case against an individual or other
organization, the IRS may request information or examine
church records regarding amounts of money, property or
services transferred to the individual or organization in
question (including wages, loans, or the use of church funds
for personal expenses, or other similar matters) without
having to follow the church audit procedures.

2. In an assignment of income case against an individual or
other organization, the IRS could request information or
examine church records relevant to an individual's
assignment of particular income, donation of property, or
transfer of a business to a church.

However, unless the IRS follows the church audit procedures, it cannot
make use of inquiries or examinations regarding individuals' or other organizations'
tax liabilities to avoid the intended purpose of the church audit procedures.
Nevertheless, the failure of a church to respond to repeated inquiries regarding



individuals' or other organizations' may be considered a reasonable basis for
commencement of a church tax inquiry.

3. Pre-examination Procedures

Before a church may be examined for purposes of determining its tax status,
five steps must be taken:

(a) The IRS regional commissioner must reasonably believe
that the organization may not qualify for tax exemption
as a church or that it engaged in an unrelated trade or
business or other taxable activity;

(b) written notice of the beginning of an inquiry (first notice)
must be sent to the organization;

(c) if the IRS wishes to examine church records, written
notice of examination (second notice) must be sent to the
organization;

(d) the organization must be given an opportunity to have a
pre-examination conference with the IRS; and

(e) the IRS regional counsel must be given a copy of the
notice of examination.

Each of these requirements will be discussed below.

a. Requirement of Regional Commissioner's Reasonable Belief

The IRS may begin a church tax inquiry only if the IRS regional
commissioner reasonably believes, on the basis of the facts and circumstances
recorded in writing, that the organization (1) may not qualify for tax exemption as
a church, (2) may be carrying on an unrelated trade or business within the meaning
of IRC 513, or (3) may be otherwise engaged in taxable activities.

b. Written Notice of Commencement of the Inquiry (First Notice)

A church tax inquiry is defined as any inquiry made to a church (other than
an "examination," which is defined in 3c, below), that serves as a basis for



determining whether the church (1) qualifies for exemption as a church or (2) is
engaged in an unrelated trade or business or other taxable activity. (Certain routine
requests as defined in 2a, above, might also involve information that would serve
as a basis for determining whether an organization is exempt - for example, a
request for information in connection with a church's application for recognition of
exemption. Routine requests are excepted from the application of IRC 7611, even
though they might otherwise meet the definition of a church tax inquiry.)

A church tax inquiry is considered to commence when the IRS requests
information or materials from a church of a type contained in "church records" (a
term that will be discussed in 5b, below), other than routine requests for
information.

Upon commencing a church tax inquiry, the appropriate IRS regional
commissioner must provide written notice to the church of the commencement of
the inquiry. This notice must include (1) an explanation sufficiently specific to
allow the church to understand the particular area of church activity or behavior
which is at issue in, or gave rise to, the inquiry; (2) an explanation of the general
subject matter of the inquiry; (3) a general explanation of the IRC provisions that
may be involved in the inquiry; and (4) a general explanation of the administrative
and constitutional provisions applicable to the inquiry, including the right to a
conference with the IRS prior to any examination of church records.

The IRS, however, is not precluded from expanding its inquiry beyond the
concerns expressed in the notice of inquiry (first notice) as a result of facts and
circumstances that subsequently come to its attention (including, where
appropriate, an expansion of an unrelated income inquiry to include questions of
tax-exempt status, and vice-versa).

The notice of inquiry (first notice) requirement does not require the IRS to
share particular items of evidence with the church, or to identify its sources of
information regarding church activities, where providing such information would
be damaging to the inquiry or to the sources of IRS information. Also, the IRS
would not be required to reveal the existence or identity of any so-called
"informers" within a church (including present or former employees).

c. Written Notice of Examination (Second Notice)

A "church tax examination" is defined as any IRS examination of the
religious activities of a church or of "church records." A church tax examination



may be conducted only if the IRS observes the following procedures: (1) at least
15 days prior to the examination, the appropriate IRS regional commissioner
provides written notice of examination (second notice) to the church, which must
include an offer of a pre-examination conference; and (2) also, at least 15 days
prior to the examination, the regional commissioner notifies the appropriate IRS
regional counsel of the proposed examination.

The notice of examination (second notice) must include (1) a copy of the
church tax inquiry notice (first notice) previously provided to the church; (2) a
description of the "church records" and activities that the IRS seeks to examine; (3)
a copy of all documents that were collected or prepared by the IRS for use in the
examination, and that are required to be disclosed under the Freedom of
Information Act (5 U.S.C. 552), as supplemented by IRC 6103; and (4) an offer of
pre-examination conference.

The documents to be supplied by the IRS will be limited to documents
specifically concerning the church whose records are to be examined and will not
include documents relating to other inquiries or examinations or to IRS practices
and procedures in general. Disclosure to the church will be subject to the
restrictions of present law regarding the disclosure of the existence or identity of
informants.

With respect to the requirement that the IRS provide a description of the
materials to be examined, those materials (and the documents disclosed by the IRS
to the church) do not restrict the ability of the IRS to examine the church records or
religious activities that are properly within the scope of the examination.

The notice of examination (second notice) cannot be sent earlier than 15
days following the day on which the notice of inquiry (first notice) is sent.

d. Pre-examination Conference

As part of the notice of examination (second notice), the church must be
afforded an opportunity to meet with the IRS to discuss the concerns that gave rise
to the inquiry and the general subject matter of the inquiry. The church may
request such a conference at any time prior to the examination. If a conference is
requested, the IRS is required to schedule the conference within a reasonable time,
and may proceed to examine church records only following the conference. It is
intended that the holding of one conference with the church will be sufficient to



satisfy the requirements of IRC 7611, and that churches will not be able to utilize
the conference requirement in order to unreasonably delay an examination.

The purpose of the conference between the church and the IRS is to
encourage discussion of the relevant issues that may arise as part of the inquiry and
examination in an effort to resolve the issues of tax exemption or liability without
the necessity of an examination of church records. Congress therefore intended that
the church and the IRS make a reasonable effort to resolve outstanding issues at
the conference. To avoid misunderstandings, Congress intended that the IRS
remind the church at the conference, in general terms, of the church tax inquiry and
examination procedures and the church's rights under such procedures. However,
the IRS will not be required to reveal information at the conference that is properly
excludable from a written notice (including information regarding the identity of
third-party witnesses or evidence provided by such witnesses).

e. Notice to IRS Regional Counsel

At the time the notice of examination (second notice) is provided to the
church, the IRS is required to provide a copy of the same notice to the appropriate
IRS regional counsel. The regional counsel is allowed 15 days in which to file an
advisory objection to the notice. (This is concurrent with the 15-day period during
which the IRS is prohibited from examining records pending a request for a
conference.) Any objection by the regional counsel will be taken into account by
the regional commissioner when determining whether to proceed with the
examination or any other action.

4. Service Actions After Issuance of the Examination Notice (Second Notice)

a. Various Service Alternatives

As previously discussed, after the examination notice (second notice) is
issued, the church may request a conference. If the matters of concern that gave
rise to the issuance of the examination notice (second notice) are not resolved at
the conference, or if the organization does not request a conference, the
examination will ordinarily begin. In certain exceptional circumstances the IRS
may in lieu of an examination propose to revoke the organization's exemption
based upon the facts and circumstances which form the basis for a reasonable
belief to commence an inquiry under IRC 7611 and any other appropriate
information that becomes apparent as a result of the inquiry, the conference, or
both. (The proposed adverse action must be based upon the facts and



circumstances that form a reasonable belief to begin an inquiry under IRC 7611
and any other appropriate information that becomes apparent as a result of the
inquiry and/or the conference, if held.)

b. Coordination with Regional Counsel

Pursuant to IRC 7611(d), the IRS regional counsel must approve, in writing,
(1) the determination of whether the organization is exempt from tax (IRC 501(a));
(2) the determination of whether such an organization is a church that is entitled to
tax-deductible contributions (IRC 170(c)); (3) the issuance of a tax deficiency
notice to a church following a church tax examination; and (4) in cases where
deficiency procedures are inapplicable, the assessment of any underpayment of tax
following an examination. The regional counsel must also state in writing that the
IRS has substantially complied with the church audit procedures of IRC 7611.

5. Rules Relating to Examination of Records and Activities

a. Time Limitations Relative to Beginning Examination

As previously discussed, the notice of examination (second notice) may be
sent to a church not less than 15 days after the notice of inquiry (first notice).
Therefore, at least 30 days must pass between the first notice and the actual
examination of church records, since the IRS may not begin an examination until
15 days after the notice of examination (second notice).

If the church does not request a conference prior to day 30, the IRS may
proceed to examine church records, or make a determination based on the
information already in its possession.

However, if the IRS does not send a notice of examination (second notice)
within 90 days after sending the notice of inquiry (first notice), the inquiry would
be terminated. The running of this 90 day period is suspended for any period
during which (1) a judicial proceeding brought by the church or its agents against
the IRS with respect to the church tax inquiry or examination is pending or being
appealed, (2) a judicial proceeding brought by the IRS against the church or any of
its officials to compel compliance with any reasonable request for examination of
church records or religious activities is pending or being appealed, or (3) the IRS is
unable to take action with respect to the church tax inquiry because of an order
issued in a suit involving third-party records under IRC 7609.



If the inquiry is terminated under this provision, any further inquiry
regarding the same or similar issues within a five-year period requires approval of
the Assistant Commissioner (Employee Plans and Exempt Organizations).

b. Examination of "Church Records"

As previously noted, in cases where IRC 7611 applies, the IRS may examine
"church records" only after complying with the notice provisions of IRC 7611. In
such cases, the IRS may examine "church records" only to the extent necessary to
determine any liability for, and the amount of, any federal tax. This examination
authority extends to a determination of (1) initial or continuing qualification for
exempt status under IRC 501(c)(3) of the church whose records are being
examined; (2) the qualification of the church to receive tax-deductible
contributions under IRC 170(c); or (3) the amount of tax (including unrelated
business income tax), if any, which is to be imposed on the church.

"Church records" include all corporate and financial records regularly kept
by a church, including (but not limited to) corporate minute books, contributor or
membership lists, and any materials that qualified as church books of account
under prior law, that is, a cash disbursements journal, general ledger of account,
etc. "Church records" include private correspondence between a church and its
members that is in the possession of the church.

"Church records" do not include records previously filed with a public
official or newspaper or newletters distributed generally to the church members. In
addition, "church records" do not include records held by third parties - for
example, cancelled checks or other records in the possession of the bank.
Therefore, while the IRS must adhere to the rules of IRC 7609 regarding third
party summonses, the IRS is permitted access to such records without regard to the
church audit procedures of IRC 7611. However, either the IRS or the third party
recordkeeper generally is required to inform the church of any IRS requests for
materials.

While the IRS may acquire third party materials without complying with
IRC 7611 procedures, the IRS may not determine that a church is not entitled to an
exemption or assess tax for unrelated business income solely on the basis of third
party records, without first complying with the church audit procedures of IRC
7611. This limitation, however, does not apply to assessments of tax other than for
unrelated business income, for example, for social security or other employment
taxes.



c. Examination of Activities

As under IRC 7605(c), the IRS may examine the religious activities of an
organization claiming to be a church only to the extent necessary to determine if
the organization qualifies, or did qualify, as a church for any period.

6. Time Limitation for Completion of Inquiry and Examination

The IRS must complete any inquiry or examination and make its final
determination no later than two years after the date on which the notice of
examination (second notice) is supplied to the church. (As previously noted, where
a church tax inquiry is not followed by an examination, the IRS must complete its
inquiry and make its final determination no later than 90 days after the date the
notice of inquiry is provided to the church.)

As with the 90 day period for duration of a church tax inquiry not followed
by an examination, the running of the two year period for completion of an
examination is suspended for any period during which (1) a judicial proceeding
brought by the church or its agents against the IRS with respect to the church tax
inquiry or examination is pending or being appealed, (2) a judicial proceeding
brought by the IRS against the church or any of its officials to compel compliance
with any reasonable IRS request for examination of church records or religious
activities is pending or being appealed, (3) the IRS is unable to take actions with
respect to the church tax inquiry because of an order issued in a suit involving third
party records under IRC 7609. Unlike the 90 day period, however, the two-year
period is also suspended for any period in excess of 20 days (but not in excess of
six months), in which the church or its agents fail to comply with any reasonable
IRS request for church records or other information. In addition, the running of the
limitation period may be suspended for any period mutually agreed upon by the
IRS and the church.

7. Limitations on Period of Assessment and on Additional Inquiries and
Examinations

a. Limitations on Period of Assessment

There are two special categories here - revocation and unrelated business
income, where no return is filed.



(1) For examinations regarding the revocation of tax exempt
status, where no return is filed: The IRS is limited initially
to an examination that is relevant to a determination of tax
status or liability for the three most recent taxable years
preceding the date on which the notice of examination
(second notice) is provided to the church. If the church is
proven not to be exempt for any of these years, the IRS
may examine relevant records and assess tax (or proceed
without assessment), as part of the same audit, for a total of
the six most recent taxable years ending before the
examination notice date. (Church records of a year earlier
than the third or sixth completed taxable year may be
examined but only to the extent material to a determination
of tax-exempt status during the three or six year period.)

(2) For examinations regarding unrelated business income,
where no return is filed: The IRS may assess or collect tax
for the six most recent years preceding the date on which
the notice of examination is sent. However, there is no
additional limit on the period of church records that may be
examined.

For examinations involving issues other than revocation of exempt status or
unrelated business income, such as examinations relating to social security or other
employment taxes, no limitation period applies if no return was filed. Also, no
limitation period applies in any case of fraud, willful tax evasion, or knowing
failure to file a return that should have been filed.

The special limitation periods do not increase an otherwise applicable
limitation period. Therefore, a three-year limitation period applies where a church
filed a tax return and did not substantially understate income.

The applicable limitation periods may be extended by mutual agreement of
the church and the IRS.

b. Limitations on Additional Inquiries and Examinations

IRC 7611 provides special rules for repeat examinations of churches. The
IRS Assistant Commissioner (Employee Plans and Exempt Organizations) is
required to approve, in writing, certain second inquiries or examinations of a



church, where the first inquiry or examination did not result in (1) revocation of tax
exemption or an assessment of tax or (2) a request by the IRS for any significant
changes in church operational practices (including the adequacy or sufficiency of
records maintained to reflect income).

The Assistant Commissioner's written approval is necessary only for second
inquiries or examinations which (1) involve the same or similar issues as the prior
audit and (2) are undertaken within 5 years of the date on which the notice of
examination (second notice) was sent to the church during the prior audit (If no
notice of examination was sent, the date used is the date of notice of
commencement of inquiry.) This 5-year period is to be suspended for any period
during which the two-year period for completion of audit is suspended, unless the
prior audit was actually concluded within 2 years of the notice of examination.

The requirement of the Assistant Commissioner's approval does not apply
where the second church tax inquiry or examination does not involve the same or
similar issues as the preceding inquiry or examination. In determining whether a
second examination involves similar issues to a prior examination, the substantive
factual issues involved in the two examinations, rather than legal classification,
will govern. For example, where a prior examination and a current examination of
unrelated business income involve income from different sources, the current
examination involves issues different from the prior examination and the Assistant
Commissioner's approval is not necessary.

8. Remedy Available for an IRS Violation of the Church Audit Procedures

IRC 7611 provides an exclusive remedy for any IRS violation of church
audit procedures. Failure of the IRS to comply substantially with (1) the
requirement that two notices be sent to the church, (2) the requirement that the
regional commissioner approve the commencement of a church tax inquiry, or (3)
the requirement that an offer of an IRS conference with the church be made (and a
conference held if requested), will result in a stay of proceedings in a summons
proceeding to gain access to church records (but not in dismissal of such
proceeding) until these requirements are satisfied. The two-year limitation on
duration of a church audit will not be suspended during stays of summons
proceedings resulting from the violations described above; however, the IRS may
correct such violations without regard to the otherwise applicable time limits
prescribed under the church audit procedures. In determining whether a stay is
necessary, a court will consider the good faith effort of the IRS and the effect of
any violation of the proper audit procedures.



Aside from the exclusive remedy described above, there is no judicial
remedy for an IRS violation of the church audit procedures of IRC 7611. IRS
failure to comply with any of these requirements may not be raised as a defense or
an affirmative ground for relief in any judicial proceeding, including, but not
limited to, a summons proceeding to gain access to church records; a declaratory
judgment proceeding involving a determination of tax-exempt status under IRC
7428; or a proceeding to collect unpaid tax. Additionally, failure to comply
substantially with the requirements that two notices be sent, that the appropriate
IRS official approve an inquiry, and that a conference be offered (and the
conference held if requested) may not be raised as a defense or as an affirmative
ground for relief in a summons proceeding or any other judicial proceeding other
than as specifically set forth above. Therefore, a church or its representatives will
not be able to litigate the issue of the reasonableness of the appropriate IRS
official's belief in approving the commencement of a church tax inquiry in a
summons proceeding or any other judicial proceeding.

These provisions, however, are not intended to impair a church's right to
raise any substantive or procedural argument that would be available to taxpayers
generally in an appropriate proceeding.

9. Declaratory Judgment Actions Regarding Tax-Exempt Status

Under IRC 7611(g), a revenue agent's final report (30 day letter) shall be
treated as a determination of the Secretary under IRC 7428(a) and any church
receiving such a report shall be treated for purposes of IRC 7428 and 7430 as
having exhausted the administrative remedies available to it.



[APPENDIX 1 is not shown here]

APPENDIX 2

EXAMPLES OF TIME PROVISIONS IN IRC 7611

1. Earliest Date of Examination:

June 1 - Notice of inquiry issued

June 16 - Earliest date notice of examination may be mailed by the
IRS to the organization and to the IRS regional counsel

July 1 - Deadline for IRS regional counsel to file advisory
objection, earliest date an examination may be made.
(If conference with IRS has been requested but not held,
examination must be postponed until conference is
completed.)

2. Deadline for Notice of Examination:

June 1 - Notice of inquiry issued

August 30 - Deadline for sending notice of examination (If IRS does
not send a notice of examination within 90 days after
sending notice of inquiry, the inquiry would be
terminated. Suspension rules discussed in example 4,
below, apply.)

3. Time limitation on church audit:

June 16, 1985 - Notice of examination provided

June 15, 1987 - Date on which IRS must have completed church inquiry
or examination and have made a final determination.
(Suspension rules discussed in example 4, below, apply.)
Period may be extended by mutual agreement.

4. Period during which time limitations are suspended:



(a) Any period during which a judicial proceeding brought by the
church or its agents with respect to the inquiry or examination is
pending or being appealed.

(b) Any period during which a judicial proceeding brought by the IRS
against the church (or any of its officials) to compel compliance
with any reasonable IRS request for examination of church records
is pending or being appealed.

(c) Any period during which the IRS is unable to take action by reason
of an order issued in a suit involving access to third party records
under IRC 7609.

(d) Periods in excess of 20 days but not in excess of 6 months in
which the church or its agents fail to comply with any reasonable
IRS request for church records or other information. (Does not
apply to the 90 day period for sending notice of examination.)

5. Limitation on additional inquiries and examinations:

June 16, 1985 - Notice of examination provided

June 16, 1990 - If inquiry or examination has been completed, and there
has been no revocation, tax assessment, or request by the
IRS for significant changes in church operational
practices, this is the earliest date a second audit may
begin.

Exceptions: (a) second audit involves a different
factual issue, (b) second audit is approved by
Assistant Commissioner EP/EO.

Suspension periods, discussed in example 4, above,
apply, unless examination was completed within the
two year period.


